
STATE CONTROIIER'S OFTICE

, 
o**tH,ffi:ffilili-fJr REVISI.N)

The State Controllet's Office, through a Delegation of Authority from the Federal

Departnaent of Health and Human Services, reviews, negotiates and approves counties'

annuai Cost Allocation Plans. Each county annually prepares a plan in accordance with the

Federal Office of Management and Budget (OMB) Circuiar A-87: Once the cost plan is

approved by the State Clntrollefs Office, the county is eligible to claim reimbursement for

applicable costs.

On May 
'17, tgg1, a revised OMB Circular A-87 was published T th" Federal Register-

This Circular supersedes the 1981 revision and is effective for fiscal years that begin on or

after Septembei 1., 1995. Consequently, for California counties, the revised A-87

requirements are effective .Iuly 1, tgg6. The first cost plan which incorporates the-new

changes will be the 1.gg8/gg cost plan (which is comprised of 19-96/97 actual costs). In

add.itlon, it shoutd be noted that any material cost increases or decreases anticipated for

the tgg6/97 fiscal year (actual costs) should be reflected in the'l'996/97 cost plan

(estimated costs) using adjustments after carry-forward.

The circular states that costs must also be determined in accordance with generally

accepted accounting principles except as otherwise provide{ for in the Circular. The

, . ,.q,rlnce of authority which we will use to resolve accounting questions wiil be OMB
I cir."t ar A-pT,policy disseminated by the Federai Office of Management and Budget aad/or

Department of U"ith and. Human 3ervices, *sg State of Califor{lia Accounting Standards

ani procedures for Counties manual, Governmental Generaliy Accepted Accounting

Principles, and Generally Accepted Accounting Principles.

The areas in the revised OMB Circular A-87 which, we feel, merit special comment are

discussed below. References are to OMB Circular A-87 unless otherwise indicated.

DOCUMENTATION OF SAI,ARIES AND WAGES:

1. Time Records

For direct billings, charges may be'comprised only of those-which can be

identified with i parricular cosi objective. Daily time records of sufficient

specificiry to srrpport direct billings must be maintained. (Anachment C,

Section E.)

Monthly activity reports are required for employees who work on multiple

activities. although the Circular requires that the report coincide with one
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DOCUMENTATION OF SAURIES AI{D WAGES (continued)

or more pay periods, we have d.etermined that the rePorts should reflect

calend.ar *o"tto. (Attachment B, Section 11'h')

In summary, continuous (daily) and monthiy time reports must:

a) reflect after-the-fact distribution of the actual activity for each

emPloYee;

b) account for the total activity forwhich each employee is compensated;

c) be prepared daily or monthly based on calendar months; and

d) be signed by the employee and ind.icate supervisorial approval'

If an empioyee works on one Federal program, certification of this fact must

be prepar.d "t least semi-arurually. fft"l" certifications may be signed by

either the employee or the empioyee's sup-ervisor. When an employee

performs "JV I tiirgfe allocable fi*.iott, *" ihall continue to require annual

certificatio" rigt "dUy the employee and the employee's supervisor'

B.

, 
Pension Costs

pension costs may be claimed as cur:rent expenditures only if th9y'rg ?ctually
paid in trre a.corrnting period or accnted in that fiscalPlnod andpaid within

iix morrths after the i"rioa end.s. (Anachment B, Section 1l"e')

DEPRECTATION AI.ID USE ALLOWANCE (ATIAChMCNI B, SCCIiON 15):

The new circular retains the 2 percent use allowance for buildings and 64s percent

for equipment.

Depreciation will be straight line unless it can be proven tha-t.the expected

consumption of the asset iru U" SIeater in the early portions of its useful life'

Depreciation methods, once impieliented, may not be changed without approval'

When d,epreciation is introduced' for a class of assets prwiousiy subject to a use

allowance, the annual depreciation charge mal lot exc-eed the amount that would

have result.a nuJ-t6"i'a"pt".iation riethod been in effect from the date of

acquisition of the asset. For example: a use allowance on a piece of equipment
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C.

DEPRECTATION AI'{D USE ALLOWAI\ICE (continued)

costing $2,000 has been taken for 2 years at 64spercent. This represents $133 per

year f6r a total allowance of $266, ieaving a baiance of $1,734 ($Z,OOO - $266)'

io y""t 3, the county decides to use dipreciation (5 years usel'l life). The

depreciation amount allowable for the iemaining 3 yea:s would be $1,200
($IOOO + 5 = $+OO each year). TI{E COLINTY CANNOT TAry TFIE REMAINING

VALUE OF $1,734 AIID DEPRECIATE m OVERTFIE REIvIAINING 3 YEARS AT $578

($r,Zg+ + 3) PER YEAR

All assets of a single class (e.g. buildings, offi.ce equipment, computer equipment,

etc.) must be treated in thJ same manner (i.e. either depreciation or a use

allowance). See subsection d. for additional requirements.

Charges for all use allowances or d.epreciation expendirures must be supported by

adeqiate properfy records. Physical inventories must be taken at least every 2 years

to eirsure-tha1 assets exist and are in use. This requirement includes structures'

When a d.epreciation method is employed. for a class o-f assets, depreciation records

must be maintained which indicate thl date of acquisition, amount of depreciation

i"t "" .".ir period., the amount of accumulated depreciation, the useful life of each

piece of equipment, and the remaining value of the equipment.

Cephar epgNnmms (Attachment B, Section 19):

Buildings and improvements of a permanent nature with a value which is benareen

a minirium of $S,OOO to a maximum of $150,000, as established by the Counry

Aud.itor, shall be capitalized. A governmental agency may exercis-e he option to

consistently capitalize selected. items of lesser n"lrr.. (State Controllet's manual of

Accounting Standards and Procedures for Counties. Section 15.04)

Capital expenditures for equipment of less than .$5,00-0, 
or the county's

capitalization limit if it's less than $5,000, maybe included as Services and Supplies

expenditures and. expensed. in the year when the expenditure is made'

Gains and losses on the disposition of depreciable properry and other capital assets

must be included, in the y""i itt which they occur, as credits or charges to the asset

cost groupings in which ih" ptop.rry was included. (Anachment B, Section 22)
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D. GENERI,L GOVERNMENT D(PENSES (Atachment B, Section23):

General government expenses are not allowed. However, we'll-allow expenditures

which.i b. directly identified to an allowable function such as budget preparation.

INSURAIICE AND INDEMNIFICATION (Attachment B, Section 25):..

conuibutions to a reserye for self-insurance programs are allowable' The

contributions to reseryes must be based on sound acruadal principles using historical

.*puri"rr.. and reasonable assumptions. Reserye levels must be anallzed and

updated at least biennially for eacli major risk insurance and take into account any

,&**urrce, coinsurance, etc. Reserve levels related to employee-related coverages

*iil ,ro*ally be limited to the value of claims (a) submined and adjudicated but

,rot p.id, Cb) subrnitted but not adjudicated,- and-(c) incurred but not submined'

Reserve amounts in excess of the amounts based on the above criteria must be

identified and justified in the cost allocation plan or indirect cost rate proposal'

Accounting records, acfuarial stud.ies, and cost allocations (or billings) must

recognize any signrficant differences due to fypes of insured risk and losses

gene"rated by the i*iou, irsured activities of agencies of the Sovernment unit' If

tai1riauA deparunents or agencies of the government unit experience significantly

different levels of ct"i*s fori particular ri!k, those differences are to be recognized

by the use of separate allocations or other techniques resulting. in an equitable

allocation

Whenever funds are transferred from a self-insurance reserye to other accounts (e'g',

general fund), refund.s shall be mad.e to the Federal Government for its share of

funds transferred, inctuding earned. or imputed interest from the date of transfer'

INTEREST (Attachment B, Section 26):

Financing costs (inciuding interest) paid o-r- TiYI"d on or after July 1, 1996

associated. with otherwise-allowable ctsts of building acquisition, construction, or

fabrication, reconstruction or remod.eling completed on or after October 1, 1980 and

equipment is allowable if:

1) the financing is provided (from other than tax or user fee sources) by a bona

fide third parry lxternal to the governmental unit;

2) the assets are used. in support of Federal awards; and

E.

F.
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G.

INTEREST (continued)

3) any earnings on borrowings are used to offset the curent period's cost or

capitalized interest.

Government units will negotiate the amount of allowable interest whenever cash

payments (interest, depreiiation, use allowances, and contributions) exceed the

iot"**."iut ,t"ifr cash payments and other contributions attributable to that

portion of real properry used for Federal awards.

Interest costs related to major building renovations wi1lbe treated on a case by case

basis.

RENTAL COSTS (Anachment B, Section 38):

Rental costs under less-than-arms-length leases are allowable only up to the amount

that would be allowed had title to th. ptop.try vested in the govemmental unit-

A less-than-arms-length condition exists when:

1) one party is able to contol or substantially influence the actions of the

other;

2) , both parties are parts of the same govefirmental unit; and

3) the governmental unit creates €rn authoriry or similar eiliry to acquire and
- 

lease the facilities to the governmental unit and other parties'

Rental costs und.er leases which are required to be Ueated as capital leases under

GAAp are allowable oniy up to the hmount that would have been ailowed had the

govenimental unit prrt.h"t"d the properfy. Interest costs related to capital leases

are allowable as discussed in the "lnterest" Section'

TA)GS (Attachment B, Section 39):

Uniformly applied taxes are allowable. Self-assessed taxes which disproportio"jXy

affect peierJ programs or changes in tax policies that disproportionally affect

Federal prograrns are not allowabie-

? t
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I . DOCULIENTATION (Anachment C, Section E):

Aftachment C, Section E.1. authorizes this office, as cognizant authoriry for
California counly cost plans, to modify, expand, or reduce documentation
requirements on a case-by-case basis. We wiil continue to work closely with the
counties to maintain slandsadized documentation requirements. Hopefully, this will
minimize your reguirements while still providing us -with an audic trail to facilitate
our reviews and enable us to verify that a1l of the information in your plans is fu11y ''

supported

1. General

A chart of the counqt's organizational stnrcture (department level) as it
currently exists is required. An updated chart should be submined any time
a reorganization occurs.

Each cost plan must include or be accompanied with:

a) a copy of the Comprehensive Anriual Financial Report (CAFR) for the
year from which actual financial data was extracted;

b) a copy of the most recently approved budget;

c) expenditure and revenue record.s which conelate to the cost plan
' schedules; and

d) a certification, in the form presented after Attachment C, Section E.4.,
that:

1. the plan was prepared in accordance with OMB Circular A-87;
2. the plan contains only allowable costs; and
3. the plan was prepared in a manner that rreated similar costs

consistently.

2. Allocated Central Services

For each allocated central service the cost plan must include:

a) a brief description of the service;
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DOCTJMENTAION (continued)

b) identification oft

1. the unit rendering the service;
2. , the operating agencies receiving the service;

c) the items of expense included in the cost of the service to benefined

agencies;

d) the method. used. to distribute the cost of the service to benefined

a gencies/dep artrnents ;

e) cred.its for any revenue or transfers applicable to the costs; and

f) a summary schedule showing the allocation of each service to the

specific benefitted agencies.

If any self-insurance funds or fringe benefits costs are allocated rather than

billed, all of the information itemized under "Internal Service Funds" and
"Self-Insurance Funds" must also be included.

I 3. , Internal Service Funds (ISFs)

For each central service being operated as an ISF, the cost plan must include

or be accompanied with:

a) a balance sheet and a statement of revenues, expenses, 8d retained

earnings (if this information is not included in the CAF& which is

required to be sent to us);

b) a listing and. explanation of all non-operating transfers (in and out);

c) a description of the procedures (methodology) used to charge the

costs of each servici to users, including how biiling rates are

established and the components of each rate;

d) a sched.ule of current rates; and

e) a schedule comparing total revenues (including imPuted revenues) to

allowable costs'wi*ian explanation of how variances are treated.
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DOCTIMENTATION (continued)

4

Revenues consist of ali revenues generated by a service including unbilled

and. uncollected revenues. Expenses must be broken out by object cost

categories- (e.g., salaries, supplies, etc.).

Self-Insurance Funds

For each self-insurance fund, the cost plan must include or be accompanied

with:

a) a balance sheet and a statement of revenues, exPenst^sl and retained

earnings (if this information is not included in the CAFR, which is

required to be sent to us);

b) a listing of all non-oPerating transfers into and out of the fund;

c) the rype of risk(s) covered by the fund;

d) an explanation of how the level of fund conrributions are determined

includittg " copy of the currerit actuarial rePort (widl the acruarial

"rr.r*pilo* "t"a) if contributions are determined'on an actuarial

basis.

Note: If you elect not to use actuarial studies for your self insrrrance

prograrns, a compreherrsive explanation oJhow the insurance funding

arrd res.rv" requirements are determined is required'

e) A description of the procedures used to charge or allocate fund

contributions to benefi.tted activities; and

f) Reserve levels in excess of claims:

1. submitted and adjudicated but not paid,

2. submitted but not adjudicated, and
3. incurred but not submitted

must be identified and exPlained.
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J. OTHER POLICTES (Anachment C, Section G):

Billed Central Service Activities

Each central service agency included in the cost plan must separately account

for al1 refenues (iniuddg imputed revenues) generated Uy t. services

provided, expenditures incu:red to fu*ish the services, and profit or loss'

Working Capital Reserves

ISF working capital reseryes (unreserved retained earnings) of up to 60 days

."rh u"p.ri.t'for normal operating exPenses is. considered reasonabie'

Workinj capital reserves in eicess of OO duyt *.y be approved individually

and only for exceptional cases

C anry-forward Adj ustments (previously roll -forward)

Costs for allocated. central services are negotiated and approved for a future

fisca1 year on a "fixed with carry-forward basis". Under this procedure, the

fixed "*orrrrtt (estimates) for the future year covered by the agfeement are

not subject to adjustm"t i fot that year. However, when the'actual costs for

,6" y.^i involved become known, ihe differences between the fixed amounts

previously approved. and the actual costs will be carried forward and used as
'an 

adjustm*t to the fixed costs established for a later year. This "carrJ/-

forward" proced.ure applies to all central services costs fixed in the approved

piu". Cany-forward'adjustrnents are never permitted for a central service

activity thai was not inciuded in the approved plan, or for unallowable costs

that must be reimbursed immediately.

Adjustments for Billed Services

Billing rates used. to charge Federal awards shall be based on estimated costs

of prJviaing services inJtuaing an estimate of the allocable central service

costs. A comparison of the revenue generat.g. Py each billing- service

(including toti revenues whether bileJ or not billed or collected) to the

actual allwable costs of the service wi1l be made at least annually, and an

"airrr,*u"t wiil be made for the difference between the revenue and the

allowable costs. These ad.justments will be made through one of the

following adjustment methods :

1 .

2.

4
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OTHER POLICIES (continued)

a) a cash refund to the Federal goverrment for the Federal share of the
adjustment;

b) credits to the amounts charged to the individual proglams;

c) adjustments to future biiling rates; or

d) adjustments to allocated cenrral services.

Adjustments to allocated central services will not be permined where the

toAl amount of the adjustment for a particular service (Federal and non-

Federal share) exceeds $500,000.

5. Records Retention

A11 central service cost allocation plans and related documentation used as

a basis for claiming costs under Federal awards must be retained for audit in
accord.ance with the records retention requirements contained in the

Common Rule.
' 

Th" "Common Rule" means the "Uniform Administrative Requirements for

Grants and. Cooperative Agreements to State and Local Governments; Final

Rule" originallylssued at 53 FR 8034-8103 (March 11, 1988). (Attachment

, \  Sect ion 8,7).

We have determined that all of the documentation used to Prepare a cost
plan shouid be retained for 3 years after the date on which the plan is

received by the State Controlle/s Office.
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